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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Boulder 
River  School  and  Hospital  for  the  year  ended  June  30,  1979. 

The  audit  was  conducted  by  Anderson,  ZurMuehlen  and  Co.,  C.P.A.s, 
under  a  contract  between  the  firm  and  our  office.   The  comments  and 
recommendations  contained  in  this  report  represent  the  views  of  the 
firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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Office  of  the  Legislative  Auditor 
of  the  State  of  Montana 


We  have  examined  the  financial  statements  of  the  various  funds  of  Boulder 
River  School  and  Hospital  of  the  State  of  Montana  as  of  June  30,  1979  and  for 
the  year  then  ended.   All  of  these  statements  are  listed  in  the  foregoing 
table  of  contents  and  together  with  the  notes  thereto  are  set  forth  herein  on 
pages  3  to  19.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances . 

Boulder  River  School  and  Hospital  has  not  maintained  records  of  the  cost  of 
its  fixed  assets  and  accordingly  a  statement  of  general  fixed  assets,  required 
by  generally  accepted  accounting  principles,  is  not  included  in  the  accompany- 
ing financial  statements. 

As  more  fully  discussed  in  Note  2  of  Notes  to  Financial  Statements,  the  accom- 
panying financial  statements  do  not  include  costs  incurred  during  fiscal  year 
1979  by  the  State  of  Montana  in  connection  with  personnel  of  the  National 
Guard  assisting  in  the  conduct  of  the  operation  of  Boulder  River  School  and 
Hospital.   We  have  been  advised  that  the  total  costs  of  the  National  Guard 
incurred  by  the  State  to  operate  Boulder  River  School  and  Hospital  and  two 
other  Institutions  who  were  also  struck  during  the  same  period  of  time  was 
approximately  $1,400,000. 

As  more  fully  discussed  in  Note  5  of  Notes  to  Financial  Statements,  the  accom- 
panying financial  statements  do  not  give  proper  accounting  recognition  to 
approximately  $4,719,070  in  unrecorded  revenues  and  an  undetermined  amount  of 
costs  associated  therewith  in  the  General  Fund  and  to  approximately  $13,000  in 
unrecorded  liabilities  and  related  receivables  in  the  Care  and  Maintenance 
Fund,  and  the  statement  of  changes  in  fund  balance  for  the  School  Lunch  Pro- 
gram Fund  reflects  revenue  of  $69,522,  recognition  of  which  should  have  been 
deferred  for  recognition  in  fiscal  year  1980. 

Because  of  the  material  effect  of  the  matters  discussed  in  the  preceding  three 
paragraphs,  we  are  of  the  opinion  that  the  combined  balance  sheets  do  not  pre- 
sent fairly  the  financial  position  of  Boulder  River  School  and  Hospital  at 
June  30,  1979,  nor  are  the  financial  positions  as  of  June  30,  1979,  the  re- 
venue and  the  changes  in  fund  balance  for  the  year  then  ended  fairly  presented 
for  the  General  Fund  and  Food  Lunch  Program  Fund. 
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As  discussed  in  Note  1  of  Notes  to  Financial  Statements,  the  Care  and  Mainte- 
nance Fund  represents  monies  which  have  been  held  in  trust  for  patients  pend- 
ing the  outcome  of  certain  litigation.   Inasmuch  as  subsidiary  records  which 
have  been  maintained  in  support  of  patients'  equities  in  this  fund  are  not  in 
agreement  with  SBAS  control  accounts,  we  are  unable  to  express  an  opinion  on 
this  Fund. 

In  our  opinion,  the  financial  statements  referred  to  above  other  than  those 
mentioned  in  the  preceding  two  paragraphs,  present  fairly  the  financial  posi- 
tion of  the  various  funds  of  Boulder  River  School  and  Hospital  at  June  30, 
1979  and  the  results  of  operations  of  such  funds  for  the  year  then  ended,  in 
conformity  with  generally  accepted  accounting  principles. 


The  supplementary  data  set  forth  in  Schedules  1,  2  and  3  have  been  subjected 
to  the  same  auditing  procedures  followed  in  our  examination  of  Boulder  River 
School  and  Hospital's  basic  financial  statements  for  the  year  ended  June  30, 
1979.   Schedule  1  is  not  presented  fairly  for  the  reasons  set  forth  in  the 
second  and  third  paragraphs  above.   We  do  not  express  an  opinion  on  Schedule  2 
and  3  for  the  reasons  set  forth  in  the  second  and  sixth  paragraphs,  respec- 
tively. 


Helena,  Montana 
September  17,  1979 


BOULDER  RIVER  SCHOOL  AND  HOSPITAL 

COMBINED  BALANCE  SHEETS 

June  30,  1979 


ASSETS  AND  OTHER  DEBITS 
Cash  in  State  Treasury 
Cash  in  banks 
Cash  on  hand 

Expense  advances  to  employees 
Other  accounts  receivable 
Encumbered  appropriation 


GENERAL 

FUND 
(NOTE  1) 

$   - 
8,270 


ESEA 


FEDERAL  AND 


SCHOOL 


TITLE  I  PRIVATE  REVENUE  LUNCH 

FUND   ACCOUNT  (FPRA)  PROGRAM 
(NOTE  1)    (NOTE  1)   (NOTES  1  &  5) 

$  3,920    $  7,057    $  69,522 


64 


Ilk 

^                   ^ 

^ 

50 

- 

- 

346,587 

- 

- 

$355^681 

$  3,984  $  7,057 

$  69.522 

LIABILITIES  AND  FUND  BALANCE 

Accrued  support  expenditures 

Encumbrances  outstanding 

Other  liabilities 

Reserve  for  reverted 
appropriation 

Property  held  in  trust 

Fund  balance 


$  49,333    $ 
306,338      2,848 
10 

1,136 


315 


6,742 


69,522 


$355,681    $  3,984    $  7,057    $  69,522 


The  Notes  to  Combined  Financial  Statements  are  an  integral  part  of  these  statements, 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 

COMBINED  BALANCE  SHEETS 

June  30,  1979 
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WIND  DAMAGE 

INSURANCE 

CLEARANCE 

ACCOUNT 

ASSETS  AND  OTHER  DEBITS    (NOTE  1) 

Cash  in  State 

Treasury  $ 

Cash  in  banks 

Cash  on  hand 


CARE  AND 


PRE- 


CANTEEN  MAINTENANCE  VOCATIONAL 

FUND    FUNDS  (NOTES    FUND 
(NOTE  1)    1,  4  &  5)    (NOTE  1) 


$  20,040    $384,623 


50 


DONATIONS 
(NOTE  1) 


876    $  23,052 


Expense  advances 
to  employees 

Other  accounts 
receivable 


Encumbered 

appropriation 


$  20,090    $384,623    $    876    $  23,052 


LIABILITIES  Atm 
FUND  BALANCE 

Accrued  support 
expenditures 

Encumbrances 
outstanding 

Other  liabilities 

Reserve  for  reverted 
appropriations 

Property  held  in  trust 

Fund  balance 


436 


5,429 


14,225 


384,623 


876 


23,052 


$  20,090    $384,623    $    876    $  23,052 


The  Notes  to  Combined  Financial  Statements  are  an  integral  part  of  these  statements. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
COMBI^fED  STATEMENTS  OF  REVENUES  -  BUDGET  AND  ACTUAL 
Year  Ended  June  30,  1979 


Housing  rentals 
Drug  level  testing 
ESEA  Title  I  funds 
Meal  ticket  sales 
School  lunch  program 
School  breakfast  program 
School  milk  program 
Canteen  sales 


GENERAL  FUND 


BUDGET     ACTUAL 


ESEA  TITLE  I  FUND 


BUDGET 


$   1,800    $ 
890 

166 


158,000 


ACTUAL 


82,504 


$  2.856    $158,000    $  82,504 


The  Notes  to  Combined  Financial  Statements  are  an  irit.egr.il  par'.  'I'  these  statements. 


Anderson  ZurMuehlen  &  Co. 
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FEDERAL  AND 


PRIVATE  REVENUE 


ACCOUNT  (FPRA)      SCHOOL  LUNCH  PROGRAM 


BUDGET      ACTUAL      BUDGET      ACTUAL 


16,700  23,815 
7,350  23,703 
3,850      22,004 


$  27,900    $  69,522 


Anderson  ZurMuehlen  &  Co. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
COMBINED  STATEMENTS  OF  REVENUES  -  BUDGET  AND  ACTUAL 
Year  Ended  June  30,  1979 


Housing  rentals 
Drug  level  testing 
ESEA  Title  I  funds 
School  lunch  program 
School  breakfast  program 
School  milk  program 
Canteen  sales 


WIND  DAMAGE 


INSURANCE 


CLEARANCE  ACCOUNT 


BUDGET 


ACTUAL 


CANTEEN  FUND 


BUDGET 


20,000 


ACTUAL 


8,213 


$  20,000    $  8,213 


The  Notes  to  Combined  Financial  Statements  are  an  integral  part  of  these  statements, 
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CARE  AND 


MAINTENANCE  FUNDS       PREVOCATIONAL  FUND         DONATIONS 


BUDGET      ACTUAL      BUDGET      ACTUAL      BUDGET      ACTUAL 


Anderson  ZurMuehlen  &  Co. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
COMBINED  STATEMENTS  OF  EXPENDITURES  AND  ENCUMBRANCES  -  BUDGET  AND  ACTUAL 

Year  Ended  June  30,  1979 


Administration  program 
Care  and  custody  program 
Developmental  services  program 
Community  services  program 
Canteen 


GENERAL 

FUND 

ESEA  TITLl 
BUDGET 

I   I  FUND 

BUDGET 

ACTUAL 

ACTUAL 

$   778,119 

$  763,621 

$   - 

$   - 

6,936,776 

6,706,025 

- 

- 

488,986 

481,895 

261,327 

81,809 

72,134 

70,391 

- 

- 

15,669' 

15,605 
$8,037,537 

- 

- 

$8,291,684 

$261,327 

$  81,809 

The  Notes  to  Combined  Financial  Statements  are  an  intpgrii  |.ir!.   "  •      i  iIim,i",ls  , 
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FEDERAL  AND 


PRIVATE  REVENUE 


ACCOUNT  (FPRA)       SCHOOL  LUNCH  PROGRAM 


BUDGET      ACTUAL      BUDGET      ACTUAL 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
COMBINED  STATEMENTS  OF  EXPENDITURES  AND  ENCUMBRANCES  -  BUDGET  AND  ACTUAL 

Year  Ended  June  30,  1979 


Administration  program 
Care  and  custody  program 
Developmental  services  program 
Community  services  program 
Canteen 


WIND  DAMAGE 


INSURANCE 


CLEARANCE  ACCOUNT 


BUDGET 


ACTUAL 


CANTEEN  FUND 


BUDGET 


ACTUAL 


12,000 


6,571 


$  12,000    $  6.571 


The  Notes  to  Combined  Financial  Statements  are  an  integral  part  of  these  statements 
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CARE  AND 


MAINTENANCE  FUND        PREVOCATIONAL  FUND         DONATIONS 


BUDGET      ACTUAL      BUDGET      ACTUAL      BUDGET      ACTUAL 


Anderson  ZurMuehlen  &  Co. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
COMBINED  STATEMENTS  OF  CHANGES  IN  FUND  BALANCES 
Year  Ended  June  30,  1979 


GENERAL 
FUND 


Fund  balance,  July  1,  1978 
Receipts  and  additions: 

Appropriation  support 

Revenues 


Expenditures,  encumbrances 
and  reductions: 


8,291,684 


2,856 


8,294,540 


Expenditures  and  encumbrances    8,037,537 

Reversions  to  State,  inclusive 
of  prior  year  expenditure 
adjustment  of  $59,503  for 
the  general  fund  and  $6,989 
income  adjustment  for  the 
ESEA  Title  I  fund  257,003 


Fund  balance,  June  30,  1979 


8,294,540 


i. 


ESEA 


FEDERAL  AND 


SCHOOL 


TITLE  I  PRIVATE  REVENUE  LUNCH 
FUND   ACCOUNT  (FPRA)  PROGRAM 

$   -       $  6,742    $   - 


82,504 
82,504 


81,809 


695 


82,504 


69,522 


6,742     69,522 


$  6,742    $  69,522 


The  Notes  to  Combined  Financial  Statements  are  an  integral  part  of  these  statements. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
COMBINED  STATEMENTS  OF  CH.\NGES  IN  FUND  BALANCES 
Year  Ended  June  30,  1979 
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WIND  DAMAGE 

INSURANCE 

CLEARANCE 

ACCOUNT 


Fund  balance,  July  1,  1978 
Receipts  and  additions: 

Appropriation  support 

Prior  year  appropriation  authority 

Revenues 

Expenditures,  encumbrances  and  reductions: 
Expenditures  and  encumbrances 
Reversions  to  State 

Fund  balance,  June  30,  1979 


CANTEEN 
FUND 

$  14,454 


3,558 
8,213 


26,225 


6,571 
5,429 

_ 

12,000 

$ 

- 

S  14,225 

The  Notes  to  Combined  Financial  Statements  are  an  integral  part  of  these  statements. 

Anderson  ZurMuehlen  &  Co. 

CERTIFIED  PLBLIC  ACCOUNTANTS 


-15- 
BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
NOTES  TO  COMBINED  FINANCIAL  STATEMENTS 
June  30,  1979 


NOTE  1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  reflect  the  financial  position  and 
results  of  operations  of  Boulder  River  School  and  Hospital  except  for 
a  statement  of  general  fixed  assets. 

The  different  funds  included  in  the  financial  statements  and  their 
purposes  are: 

General  Fund  -  to  account  for  revenues  and  expenditures  not  included 
in  the  other  funds. 

ESEA  Title  I  -  to  account  for  Federal  ESEA  Title  I  grant  monies. 

Federal  and  Private  Revenue  Account  -  to  account  for  Federal  and 
private  grant  revenues  and  expenditures  other  than  the  ESEA  Title  I 
grant  and  the  School  Lunch  Program. 

School  Lunch  Program  -  to  account  for  Federal  grants  received  relative 
to  the  School  Lunch,  Breakfast  and  Milk  programs. 

Wind  Damage  Insurance  Clearance  Account  Bond  Proceeds  and  Insurance 
Clearance  Account  -  to  account  for  insurance  payments  which  resulted 
from  wind  damage  in  a  prior  fiscal  year  and  to  account  for  the  costs 
of  repairs  to  damaged  buildings. 

Canteen  Revolving  Account  -  to  account  for  revenue  and  expenditures 
of  canteen  operations. 

Care  and  Maintenance  Funds  Agency  Account  -  to  account  for  care  and 
maintenance  charges  to  patients.   Funds  in  this  entity  are  currently 
being  held  in  trust  for  institution  residents  pending  finalization  of 
the  patient  suit  account  discussed  in  Note  4  of  Notes  to  Combined 
Financial  Statements. 

Donations  Agency  Account  -  to  account  for  donated  funds. 

The  accounting  policies  of  Boulder  River  School  and  Hospital  conform  to 
generally  accepted  accounting  principles  as  applicable  to  governmental 
units.   The  following  is  a  summary  of  the  more  significant  policies: 

Fund  Accounting 

The  accounts  are  organized  on  the  basis  of  funds,  each  of  which  is 
considered  to  be  a  separate  accounting  entity.   The  operations  of  each 
fund  are  accounted  for  by  providing  a  separate  set  of  self-balancing 
accounts  which  comprise  its  assets,  liabilities,  reserves,  fund  bal- 
ance, revenues  and  expenditures. 


Anderson  ZurMuehlen  &  Co. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 

NOTES  TO  COMBINED  FINANCIAL  STATEMENTS  (CONT'D) 

June  30,  1979 


NOTE  1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (CONT'D) 

Basis  of  Accounting 

Boulder  River  School  and  Hospital  follows  the  modified  accural  basis 
of  accounting,  under  which  expenditures  are  recorded  when  the  liabil- 
ity is  incurred  and  revenues  are  recorded  when  received  in  cash  unless 
susceptible  to  accrual  (i.e.  measurable  and  available  to  finance  the 
agency's  operations)  or  of  a  material  amount  and  not  received  at  the 
normal-time  of  receipt. 

Encumbrances 

Boulder  River  School  and  Hospital  employs  encumbrance  accounting, 
under  which  purchase  orders,  contracts  and  other  commitments  for  the 
expenditure  of  funds  are  recorded  in  order  to  reserve  that  portion 
of  the  applicable  appropriation. 

Appropriations 

Appropriations  are  made  by  the  Legislature  for  operating  purposes 
of  Boulder  River  School  and  Hospital.   Expenditures  against  these 
appropriations  are  funded  by  the  corresponding  funds  at  the  state 
level.   Unexpended  or  unemcumbered  balances  in  these  appropriations 
revert  to  the  respective  state  funds  at  year  end. 

Inventories 

Inventories  are  expensed  at  the  time  of  purchase. 

General  Fixed  Assets 

The  agency  has  not  maintained  an  adequate  record  of  its  general  fixed 
assets.  Assets  purchased  are  recorded  as  expenditures  in  the  various 
funds  in  the  year  of  purchase  or  encumbrance. 


NOTE  2. 


EMPLOYEE  STRIKE 


During  the  period  February  5,  1979  through  March  13,  1979,  employees 
who  were  members  of  the  American  Federation  of  State,  County  and 
Municipal  Employees  Union  (the  union)  and  certain  other  employees  of 
Boulder  River  School  and  Hospital  were  on  strike.   The  union  repre- 
sents in  excess  of  two-thirds  of  the  employees  of  Boulder  River 
School  and  Hospital. 

To  insure  the  continuity  of  service  and  care  for  the  patients  of 
Boulder  River  School  and  Hospital,  the  Governor  of  the  State  of 
Montana  activated  the  State's  National  Guard.   The  cost  to  the  state 
for  utilizing  the  National  Guard  was  not  reflected  in  Boulder  River 
School  and  Hospital  financial  statements. 

The  financial  statements  of  Boulder  River  School  and  Hospital  do  not 
include  their  share  of  this  cost. 
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BOULDER  RIVER  SCHOOL  ANT)  HOSPITAL 
NOTES  TO  COMBINED  FINANCIAL  STATEMENTS  (CONT'D) 
June  30,  1979 


NOTE  3.   MEDICAID  BILLINGS 


During  fiscal  year  1979,  the  Department  of  Institutions  of  the  State 
of  Montana  received  $4,471,686  of  funds  relative  to  Medicaid  billings 
which  relate  to  Boulder  River  School  and  Hospital  operations  (see 
Note  5  of  Notes  to  Combined  Financial  Statements). 

Throughout  fiscal  year  1979,  billings  relative  to  treatment  provided 
Medicaid  patients  were  based  upon  initial  State  of  Montana  Legislative 
Appropriations  of  Boulder  River  School  and  Hospital  and  did  not  in- 
clude supplemental  appropriations.   Remittances,  however,  were  based 
upon  previous  years  agreed  upon  rates  which  when  compared  to  the 
initial  appropriation  was  deficient  by  approximately  $935,000.   Had 
supplemental  Legislative  Appropriations  been  reflected  in  fiscal  year 
1979  billings  this  deficiency  would  have  been  increased  substantially. 
Historically,  these  deficiencies  have  given  rise  to  significant  retro- 
active settlements.   Inasmuch  as  Medicaid  revenues  are  reported  on  a 
cash  basis,  the  Medicaid  revenue  reflected  in  Note  5  of  Notes  to 
Combined  Financial  Statements,  does  not  include  any  amounts  which 
estimate  the  final  settlement,  if  any,  relative  to  this  deficiency. 


NOTE  4.   OUTSTANDING  LITIGATION 

With  respect  to  Care  and  Maintenance  Funds,  Legal  Counsel  for  the 
Department  of  Institutions  has  advised  that: 

"In  June  of  1976,  The  Montana  Legal  Services  Association  on  behalf 
of  the  patients  at  the  Warm  Springs  State  Hospital  and  the  residents 
of  the  Boulder  River  School  and  Hospital  brought  a  class  action  law- 
suit and  obtained  a  temporary  restraining  order  in  the  district  court 
here  in  Helena.   The  thrust  of  their  action  was  to  argue  that  our 
handling  of  patient  accounts  was  illegal  since  we  had  no  statutory 
authority.   The  temporary  restraining  order  prevented  us  from  taking 
the  patient  accounts  and  paying  it  over  to  the  reimbursement  section 
of  our  department. 

After  careful  study  of  this  particular  problem  and  in  consulting  the 
Attorney  General's  office,  it  was  decided  that  it  was  in  the  best 
interest  of  the  state  and  the  institutions  to  settle  this  matter. 

A  consent  decree  and  judgment  was  entered  on  August  4,  1979.   The 
terms  of  the  consent  decree  and  judgment  indicate  that  the  Superinten- 
dent of  each  institution  has  no  statutory  authority  to  handle  patient 
accounts.   Those  patients  or  residents  who  needed  such  a  service,  the 
superintendent  or  a  member  of  his  staff  will  seek  a  conservatorship 
pursuant  to  the  probate  code. 

Once  the  conservatorship  is  established,  then  the  payment  of  regular 
bills,  including  reimbursement,  will  be  made.   We  have  a  reasonable 
time  to  develop  a  program  of  establishing  the  conservatorships." 


Anderson  ZurMuehlen  &  Co. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
NOTES  TO  COMBINED  FINANCIAL  STATEMENTS  (CONT'D) 
June  30,  1979 


NOTE  5.   DEPARTURES  FROM  GENERALLY  ACCEPTED  ACCOUNTING  PRINCIPLES 

The  following  are  departures  from  generally  accepted  accounting 
principles  which  have  a  material  effect  on  the  financial  statements 
at  June  30,  1979: 

A.   General  Fund  -  The  Department  of  Institutions  on  behalf  of 

Boulder  River  School  and  Hospital  received  reimbursements  from 
several  sources  for  services  rendered  to  residents  and  patients 
of  the  institution.   Such  revenues  are  not  recorded  at  Boulder 
River  School  and  Hospital,  instead,  they  are  recorded  as  revenue 
at  the  Department  of  Institution's  Reimbursement  Bureau.   The 
Department  of  Institution's  costs  associated  with  these  revenues 
has  not  been  determined.   Unrecorded  revenue  at  Boulder  River 
School  and  Hospital  for  the  year  ended  June  30,  1979  was  approxi- 
mately: 

Received  From  Amount 

Medicaid  $4,471,686 

Medicare  122,160 

Private  insurance  31,958 

Private  billings  93,266 

$4,719,070 


B.  Care  and  Maintenance  Fund  -  Per  diem  billings  due  to  the  Care 
and  Maintenance  Fund  from  patients  for  the  month  of  June  1979 
is  not  recorded  at  June  30,  1979.   Such  billing  approximates 
$13,000. 

C.  School  Lunch  Program  Fund  -  The  revenues  of  this  fund  represent 
funding  which  is  available  for  fiscal  year  1980  and  should  have 
been  deferred  for  revenue  recognition  until  that  fiscal  year. 

NOTE  6.   VACATION  PAY  AND  SICK  PAY 

The  value  of  unused  vacation  and  unused  sick  leave  accumulated  by 
employees  is  not  recorded  as  a  liability.   Each  permanent  employee 
can  accumulate  and  carryover  twice  the  yearly  accrual  into  a  new 
calendar  year.   Effective  January  1,  1980,  the  excess  of  unused 
leave  over  accruals  for  two  years  may  be  taken  within  a  90  day  period 
of  time.   Unused  accumulated  vacation  is  redeemed  in  cash  upon  ter- 
mination of  employment.   The  amount  of  accumulated  leave  at  June  30, 
1979  was  not  readily  determinable. 


Anderson  ZurMuehlen  &  Co. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 

NOTES  TO  COMBINED  FINANCIAL  STATE^ENTS  (CONT'D) 

June  30,  1979 


NOTE  7.   RETIREMENT  PLAN 


The  State  of  Montana  has  two  contributory  retirement  plans  covering 
all  employees  of  Boulder  River  School  and  Hospital.   Teachers  are 
eligible  for  the  Teachers  Retirement  System  and  other  employees  are 
eligible  for  the  Public  Employees  Retirement  System.   Employer  con- 
tributions for  the  year  ended  June  30,  1979  for  all  funds  were 
approximately  $360,000.   The  unfunded  past  service  costs  and  the 
actuarially  computed  value  of  vested  benefits  are  not  readily  avail- 
able for  members  of  the  plans  employed  by  Boulder  River  School  and 
Hospital. 


Anderson  ZurMuehlen  &  Co. 
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SUPPLEMENTARY   DATA 


BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
SCHEDULE  OF  EXPENDITURES  BY  PROGRAM 
Year  Ended  June  30,  1979 
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SCHEDULE  1 


CARE  AND  DEVELOPMENTAL  COMMUNITY 


ADMINISTRATIVE 

CUSTODY 

SERVICES 

SERVICES 

PROGRAM 

PROGRAM 

PROGRAM 

PROGRAM 

CANTEEN 

Salaries,  wages  and 

employee  benefits 

$649,925 

$5,596,296 

$534,276 

$  69,128 

$   - 

Contract  services 

30,085 

137,844 

3,788 

- 

- 

Supplies 

14,562 

622,480 

11,035 

49 

9 

Communications 

51,728 

602 

- 

- 

- 

Travel 

2,014 

6,829 

1,317 

1,177 

- 

Rent 

7,718 

8,093 

1,914 

- 

- 

Utilities 

- 

267,390 

- 

- 

- 

Repairs 

5,979 

48,628 

393 

37 

84 

Goods  for  resale 

- 

- 

- 

- 

6,478 

Other 

860 

5,049 

311 

- 

- 

Equipment 

750 
$763,621 

12,814 
$6,706,025 

10,670 
$563,704 

- 

- 

$  70,391 

$  6.571 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
SCHEDULE  OF  CHANGES  IN  CAPITAL  PROJECT  FUNDS 
Year  Ended  June  30,  1979 


SCHEDULE  2 

RENOVATE 
HOSPITAL 
PHASE  II 

$274,573 

RENOVATE 
COTTAGES 

$  25,135 

LAUNDRY 
$155,233 

SEWER  SYSTEM 
IMPROVEMENTS 

$  47,653 

HAIL 
DAMAGE 
REPAIR 

$  19,955 

G^ 

nwAsiw 

Fund  balance, 
July  1,  1978 

$ 

- 

Receipts  and 
additions: 
Appropri- 
ations 

11,000 

274,573 

25,135 

155,233 

47,653 

19,955 

11,000 

Expenditures 
and  encum- 

brances: 
Expendi- 
tures 

49,545 

7,089 

154,609 

5,535 

19,720 

10,337 

Encum- 
brances 

218,745 
268,290 

i 

12,895 
19,984 

5,151 

533 
155,142 

$     91 

235 

1 

5,535 
42,118 

L 

10,337 

Fund  balance, 
June  30,  1979 

$   - 

663 

BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
SCHEDULE  OF  PATIENT  ACCOUNTS  WHICH  ARE  NOT  PART  OF  SBAS 
Year  Ended  June  15,  1979 
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SCHEDULE  3 


Patient  account  balances,  July  16,  1978 

Patient  income,  primarily  Social  Security 

Disbursements,  primarily  transfers  to 
Care  and  Maintenance  Fund 

Patient  account  balances,  June  15,  1979 


$190,663 
246,924 

(241,326) 
$196,261 


Patient  accounts  at  June  15,  1979  consist  of: 
Savings  account  balances 
Checking  account  balance 


$146,574 

49,687 

$196,261 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
SUMMARY  REPORT  OF  AUDIT  FINDINGS 


Listed  in  this  section  is  a  summarization  of  items  included  in  the  report  on 
material  weaknesses  in  internal  accounting  control^  the  Agency's  replies,  and 
a  ready  reference  to  supporting  comments.   Requests  for  other  State  Government 
replies  and  these  replies,  if  received,  are  included  in  the  back  of  this  re- 
port. 

PAGE 
General  Fund  and  ESEA  Title  I  Fund  balances  should  reflect 

zero  balances  30 

Agency  Reply:   Concur  38 


Costs  for  medicine  billed  to  Medicare  and  Medicaid  should 

reflect  current  costs  (1975  costs  are  being  used)  30 

Department  of  Institutions  Reply:   Concur  48 


Medicare  and  Medicaid  billed  costs  should  reflect  the  cost 
to  operate  Boulder  River  School  and  Hospital  (Billed  costs 
did  not  take  into  account  supplemental  appropriations)  30 

Department  of  Instutitions  Reply:   Do  not  concur.   The 

costs  to  do  this  would  outweigh  the  benefits  49 


An  indepth  study  of  reviews  and  audits  conducted  at  the 
Institution  should  be  performed  to  develop  recommenda- 
tions for  possible  consolidation  30 

Agency  Reply:   Concur  38 


The  checking  account  balance  of  funds  held  on  deposit  on  be- 
half of  patients  should  be  continuously  monitored  to  insure 
that  excess  funds  are  invested  in  savings  accounts  31 

Agency  Reply:   Concur  39 


Funds  held  on  behalf  of  patients  should  be  accounted  for 

within  SBAS  31 

Agency  Reply:   Do  not  concur.   The  agency  has  permission 
from  the  Department  of  Administration  to  maintain 
these  accounts  outside  of  SBAS  39 


-26- 


BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
SUMMARY  REPORT  OF  AUDIT  FINDINGS  (CONT'D) 


PAGE 
The  difference  between  subsidiary  records  in  support  of 
patient  equity  accounts  and  the  SBAS  control  account 
should  be  investigated  and  reconciled  31 

Agency  Reply:   Concur  39 


The  "Federal  and  Private  Revenue  Account  (FPRA)  (Account- 
ing Entity  04031  DFAS  Grant  #54-P-40180)  Fund"  has  been 
inactive  for  several  years  and  should  be  investigated  31 

Agency  Reply:   Concur  40 


A  physical  count  of  inventory  items  on  hand  should  be 
taken  and  SIMS  quantities  adjusted  with  written 
explanations  being  made  for  significant  adjustments  31 

Agency  Reply:   Concur  40 


All  expenditures  initiated  by  the  Institution  should  be 

processed  on  a  "Store  Order"  32 

Agency  Reply:   Concur  40 


A  physical  inventory  of  fixed  assets  should  be  taken  with 
records  adjusted  to  physical  counts.   In  addition, 
established  equipment  transfer  procedures  should  be 
adhered  to  32 

Agency  Reply:   Concur  41 


Pharmaceutical  and  hospital  supplies  should  be  included 

within  SIMS  32 

Agency  Reply:   Concur  41 


"Physicians  Orders"  should  be  completed  at  the  time 

narcotics  are  administered  32 

Agency  Reply:   Concur  41 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
SUMMARY  REPORT  OF  AUDIT  FINDINGS  (CONT'D) 


PAGE 
Narcotics  currently  stored  in  a  padlocked  file  cabinet 

should  be  stored  in  a  safe  32 

Agency  Reply:   Concur  41 


The  Pharmacy  should  maintain  its  copy  of  the  receiving 

report  as  ready  verification  of  merchandise  receipt  32 

Agency  Reply:   Concur  41 


Payroll  Calculated  Detail  reports  should  be  amended  to 

reflect  Responsibility  Center  Detail  33 

Agency  Reply:   Concur  42 


Someone  other  than  Location  Supervisors  should  distribute 

payroll  warrants  33 

Agency  Reply:   Concur  42 


All  employees  should  be  required  to  report  hours  worked 

regardless  of  position  33 

Agency  Reply:   Concur  42 


All  daily  time  logs  should  be  approved  by  Location  Super- 
visors or  designated  alternates  33 

Agency  Reply:   Concur  42 


Employees  should  only  be  paid  for  hours  reflected  on  daily 

time  logs  33 

Agency  Reply:   Concur  42 


A  formal  checkout  system  should  be  implemented  to  maintain 

accountability  for  all  time  logs  33 

Agency  Reply:   Concur  42 
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Office  of  the  Legislative  Auditor 
of  the  State  of  Montana 


We  have  examined  the  financial  statements  of  Boulder  River  School  and  Hospital 
for  the  year  ended  June  30,  1979,  and  have  issued  our  report  thereon  dated 
September  17,  1979.   Our  report  contained  an  adverse  opinion  on  certain  of  the 
funds  financial  statements  and  disclaimed  an  opinion  on  certain  other  funds. 
Reference  should  be  made  to  our  report  and  it  should  be  read  in  conjunction 
with  our  comments  made  herein.   As  a  part  of  our  examination,  we  made  a  study 
and  evaluation  of  the  Institution's  system  of  internal  accounting  control  to 
the  extent  we  considered  necessary  to  evaluate  the  system  as  required  by 
generally  accepted  auditing  standards.  Under  these  standards,  the  purposes  of 
such  evaluation  are  to  establish  a  basis  for  reliance  on  the  system  of  inter- 
nal accounting  control  in  determining  the  nature,  timing,  and  extent  of  other 
auditing  procedures  that  are  necessary  for  expressing  an  opinion  on  the  finan- 
cial statements  and  to  assist  the  auditor  in  planning  and  performing  his 
examination  of  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reasonable,  but  not 
absolute,  assurance  as  to  the  safeguarding  of  assets  against  loss  from  unau- 
thorized use  or  disposition,  and  the  reliability  of  financial  records  for  pre- 
paring financial  statements  and  maintaining  accountability  for  assets.   The 
concept  of  reasonable  assurance  recognizes  that  the  cost  of  a  system  of  inter- 
nal control  should  not  exceed  the  benefits  derived  and  also  recognizes  that 
the  evaluation  of  these  factors  necessarily  requires  estimated  and  judgments 
by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  considering  the 
potential  effectiveness  of  any  system  of  internal  accounting  control.   In  the 
performance  of  most  control  procedures,  errors  can  result  from  misunderstand- 
ing of  instructions,  mistakes  of  judgment,  carelessness,  or  other  personal 
factors.   Control  procedures  whose  effectiveness  depends  upon  segregation  of 
duties  can  be  circumvented  by  collusion.   Similarly,  control  procedures  can  be 
circumvented  intentionally  by  management  either  with  respect  to  the  execution 
and  recording  of  transactions  or  with  respect  to  the  estimates  and  judgments 
required  in  the  preparation  of  financial  statements.   Further,  projection  of 
any  evaluation  of  internal  accounting  control  to  future  periods  is  subject  to 
the  risk  that  the  procedures  may  become  inadequate  because  of  changes  in 
conditions  and  that  the  degree  of  compliance  with  the  procedures  may  deterio- 
rate. 


HELENA  AND  BUTTE  OFFICES 

MEMBERS  Of  AMERICAN  INSTITUTE  Of  CERTIFIED  PUBLIC  ACCOUNTANTS 

MEMBER  Of  ASSOCIATED  REGIONAL  ACCOUNTING  FIRMS 
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Our  examination  of  the  financial  statements  made  in  accordance  with  generally 
accepted  auditing  standards,  including  the  study  and  evaluation  of  the 
Institution's  system  of  internal  accounting  control  for  the  year  ended  June 
30,  1979,  that  was  made  for  the  purposes  set  forth  in  the  first  paragraph  of 
this  report,  would  not  necessarily  disclose  all  weaknesses  in  the  system 
because  it  was  based  on  selective  tests  of  accounting  records  and  related 
data.   However,  such  study  and  evaluation  disclosed  the  following  conditions 
that  we  believe  to  be  material  weaknesses. 


FUND  BALANCES 


By  definition.  General  Fund  and  ESEA  Title  I  Fund  balances  should  reflect 
zero  balances.   Boulder  River  School  and  Hospital  SBAS  accounts  reflect 
both  of  these  funds  as  having  significant  negative  balances.   While 
appropriate  report  adjustments  were  made,  we  believe  the  adjustments 
should  also  be  made  within  SBAS. 


MEDICARE  AND  MEDICAID  BILLINGS 

We  noted  that  the  cost  of  medicine  included  in  Medicare  and  Medicaid 
billings  was  not  reflective  of  current  costs.   We  were  informed  that  1975 
costs  are  being  billed. 

In  addition,  the  1979  billed  cost  of  patient  care  was  based  upon  the 
Legislature's  initial  Appropriation  to  Boulder  River  School  and  Hospital 
and  did  not  appropriately  take  into  account  supplemental  appropriations. 

We  recommend  that  the  aforementioned  costs  be  billed  on  a  basis  which  is 
reflective  of  the  costs  to  operate  the  Institution. 


CONSOLIDATION  OF  REVIEWS  AND  AUDITS 

Eighteen  (18)  different  regulatory  bodies  perform  some  sort  of  review  and 
audit  process  of  selected  Boulder  River  School  and  Hospital  activities. 
Within  these  regulatory  bodies,  certain  departments  also  perform  reviews. 
In  total,  thirty  one  (31)  different  organizations  have  been  identified 
which  conduct  reviews  and  audits  of  the  Institution.   This  appears  to  be 
an  excessive  number. 

We  recommend  that  the  office  of  The  Legislative  Auditor  of  The  State  of 
Montana  in  concert  with  Boulder  River  School  and  Hospital  officials  con- 
duct an  indepth  study  of  these  reviews  and  audits  for  the  purpose  of 
developing  recommendations  as  to  which  of  these  can  be  consolidated. 


Anderson  ZurMuehlen  &  Co. 
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At  June  30,  1979,  Boulder  River  School  and  Hospital  had  funds  held  on 
deposit  on  behalf  of  patients  which  totaled  $49,666  in  a  checking  account 
and  $146,574  in  savings  accounts.   As  the  amount  in  checking  signifi- 
cantly exceeded  one  month's  cash  requirements,  officials  of  Boulder  River 
School  and  Hospital,  subsequent  to  June  30,  1979,  appropriately  arranged 
for  the  excess  funds  to  be  transferred  to  savings.   Inasmuch  as  this 
excess  checking  account  condition  existed  throughout  the  year,  it  would 
seem  appropriate  that  the  checking  account  be  continuously  monitored  and 
kept  at  an  appropriate  level  with  excess  funds  invested  in  savings.   In 
addition,  we  believe  these  accounts  should  be  accounted  for  within  SBAS.  . 

In  addition  to  the  aforementioned  accounts,  Boulder  River  School  and 
Hospital  at  June  30,  1979,  was  holding  funds  which  represent  aggregate 
Department  of  Institution  billings  to  patients  since  1976.   This  amount 
is  reflected  in  Boulder  River  School  and  Hospital  SBAS  accounts  as  the 
"Care  and  Maintenance  Fund".   It  is  our  understanding  that  this  amount 
is  being  held  in  trust  for  patients  until  a  current  lawsuit  is  resolved. 
At  June  30,  1979,  the  total  of  subsidiary  control  records  maintained  in 
support  of  patient  equity  accounts  reflected  a  balance  of  $403,061,  while 
the  SBAS  control  account  reflects  a  balance  of  $384,623.   We  believe  this 
difference  should  be  investigated  and  appropriate  adjustments  made  to 
bring  the  records  into  agreement. 


INACTIVE  FUND 


Boulder  River  School  and  Hospital  SBAS  accounts  contain  one  fund  which 
has  been  inactive  for  some  time.   This  fund  "The  Federal  and  Private 
Revenue  Account  (FPRA) (Accounting  Entity  04031  DFAFS  Grant  #54-P-40180)" 
contains  residual  monies  ($7,057)  from  a  Federal  Grant  of  several  years 
ago.   We  recommend  that  this  amount  be  investigated  and  a  determination 
made  as  to  whether  it  can  be  used  for  other  purposes  or  whether  it  should 
be  returned  to  the  Federal  Government. 


INVENTORY  CONTROL 

Our  review  of  inventory  controls  revealed  instances  of  overages  and 
shortages  between  quantities  in  the  Supply  Inventory  Monitoring  System 
(SIMS)  and  quantities  on  hand.   A  physical  inventory  of  quantities  on 
hand  should  be  taken  and  SIMS  quantities  adjusted  to  reflect  quantities 
on  hand  with  written  explanations  being  provided  for  significant  adjust- 
ments. 
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PURCHASING 


Our  review  conducted  in  the  area  of  purchasing  revealed  that  certain 
periodic  re-order  items  are  not  being  processed  on  a  Store  Order.   Since 
this  document  is  used  to  obtain  Fiscal  Services  Director  approval,  all 
expenditures  initiated  by  the  Institution  should  be  processed  on  this 
form. 


FIXED  ASSETS 


Our  review  of  physical  control  over  fixed  assets  revealed  a  number  of 
instances  where  items  could  not  be  located  at  designated  locations.   In 
addition,  items  were  noted  which  lacked  required  identification  tags. 
Considering  the  results  of  our  tests  and  that  the  Institution's  last 
physical  inventory  of  fixed  assets  was  taken  in  January  1978,  it  appears 
that  a  new  physical  inventory  should  be  taken,  with  records  adjusted  to 
physical  counts.   Furthermore,  it  appears  that  the  problem  encountered  in 
locating  various  fixed  assets  is  a  result  of  noncompliance  with  estab- 
lished equipment  transfer  procedures.   We  recommend  established  proce- 
dures for  control  of  fixed  assets  be  adhered  to. 


HOSPITAL  PHARMACY 

As  part  of  our  examination,  we  reviewed  the  controls  over  pharmaceutical 
supplies.   Our  findings  with  respect  to  this  review  are  as  follows: 

1.  Pharmaceutical  and  Hospital  supplies  are  not  part  of  the  Supplies 
Inventory  Monitoring  System  (SIMS).   Due  to  the  sensitive  nature  of 
many  of  these  items,  we  recommend  that  they  be  subject  to  the  con- 
trols of  this  system. 

2.  Instances  were  noted  where  no  "Physicians  Orders"  existed  for  nar- 
cotics administered  to  patients.   Although  these  forms  were  subse- 
quently completed,  controls  should  be  implemented  to  ensure  that 
these  forms  are  completed  when  narcotics  are  administered. 

3.  Narcotics  are  stored  in  a  padlocked  file  cabinet.   We  recommend  that 
they  be  stored  in  the  safe  as  added  protection  against  possible 
theft. 

4.  The  Pharmacy  is  currently  destroying  its  copy  of  the  Receiving 
Report.   This  document  should  be  maintained  on  file  with  the 
Pharmacy's  copy  of  the  Purchase  Order  to  serve  as  ready  verification 
of  merchandise  receipt. 
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PAYROLL 


Our  review  of  the  Institution's  payroll  system  resulted  in  the  following 
comments : 

1.  SBAS  reflects  payroll  costs  on  a  responsibility  center  basis.   The 
Payroll  Calculated  Detail,  however,  reflects  payroll  costs  on  a 
total  Institution  basis  without  providing  responsibility  center 
totals.   Thus,  it  is  extremely  difficult  to  reconcile  SBAS  totals  to 
Calculated  Detailed  totals.   We  recommend  that  Payroll  Calculated 
Detail  reports  be  amended  to  reflect  responsibility  center  detail. 

2.  Location  Supervisors  who  approve  the  daily  time  logs  which  serve  as 
input  for  payroll  warrants  also  distribute  the  warrants.   We  recom- 
mend that  someone  other  than  the  Supervisor  occasionally  distribute 
payroll  warrants  on  an  unannounced  basis.   This  would  serve  as  an 
added  control  to  insure  that  payroll  warrants  represent  compensation 
to  bona  fide  employees. 

3.  A  substantial  number  of  supervisory  personnel  are  not  reporting 
hours  worked.   Such  reporting  should  be  required  of  all  employees, 
regardless  of  position. 

4.  Location  Supervisors  are  required  to  approve  employee  time  worked  by 
signing  daily  time  logs.   Instances  were  noted  where  logs  were  not 
approved.   All  logs  should  be  approved.   In  the  case  of  a  Super- 
visor's absence,  an  alternate  should  be  appointed  to  perform  this 
function. 

5.  Instances  were  noted  where  employees  were  being  paid  for  hours  which 
did  not  appear  on  the  daily  time  logs.   Employees  should  only  be 
paid  for  hours  reflected  on  time  logs. 

6.  Certain  daily  time  logs  could  not  be  located  by  Payroll  Department 
personnel.   It  appears  that  these  logs  were  removed  from  the  Payroll 
Department  and  not  returned.   A  formal  checkout  system  should  be 
implemented  to  maintain  accountability  for  all  time  logs. 
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STATUS  OF  PREVIOUS  (1976)  AUDITORS' 
OBSERVATIONS  AND  COMMENTS 

PREVIOUS  COMMENT  -  ESEA  Title  I  Fund  Balance 


ESEA  Title  I  Balance  as  recorded  in  SBAS  is  at  variance  with  amounts  re- 
flected in  reports  to  OSPI. 

STATUS 

The  problem  continues  to  exist. 

PREVIOUS  COMMENT  -  Insurance  Billings 

Medicaid,  Medicare,  and  Private  Insurance  Billings  should  be  reflected  in 
revenue  and  costs  of  collections  should  be  allocated  to  the  Institution's 
books.   In  addition,  all  services  performed  for  patients  were  not  being 
billed. 

STATUS 

The  referenced  revenues  and  costs  are  still  not  reflected  in  the 
Institution's  records  and  the  recommendation  continues  to  have  merit. 
Our  audit  tests  revealed  that  services  performed  are  being  billed. 

PREVIOUS  COMMENT  -  Repair  Contracts 

Repair  Contracts  exceeding  $10,000  should  be  submitted  to  the  Board  of 
Examiners  for  approval. 

STATUS 

No  exceptions  similar  to  the  one  encountered  by  the  1976  Auditors  were 
encountered  during  the  current  year. 

PREVIOUS  COMMENT  -  Payrolls 

1.  Payroll  approvals  should  be  assigned  to  the  Accounting  Department. 

2.  Payroll  files  should  contain  current  authorizations  for  payroll 
deductions . 

3.  An  employee  should  be  paid  only  if  he  has  signed  the  time  log. 
STATUS 

1.  Implemented 

2.  No  exceptions  encountered 

3.  Situation  continues,  see  current  year  payroll  comment  Number  5. 
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PREVIOUS  COMMENT  -  Patients'  Accounts 

Patients'  Accounts  should  be  set  up  on  SBAS. 

STATUS 

This  continues  to  be  a  valid  recommendation.   See  current  year  comment 
designated  "Patient  Accounts". 

PREVIOUS  COMMENT  -  Patient's  Personal  Property 

One  case  was  encountered  where  a  piece  of  furniture  belonging  to  a 
patient  was  moved  to  the  wrong  Cottage. 

STATUS 

No  similar  exception  encountered  this  year. 

PREVIOUS  COMMENT  -  Inventories  and  Fixed  Assets 
Errors  noted  in  records. 

STATUS 

Differences  were  also  noted  during  current  year,  see  current  year 
comments . 


The  foregoing  conditions  were  considered  in  determining  the  nature,  timing, 
and  extent  of  audit  tests  applied  in  our  examination  of  the  financial  state- 
ments, and  this  report  of  such  conditions  does  not  modify  our  report  dated 
September  17,  1979,  on  such  financial  statements. 


Helena,  Montana 
September  17,  1979 


"^ 
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G  FILE       D  DO  NOT  TAC\       LJ  Cil^C.'L/'vTE 

Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana   59601 

Gentlemen: 

We  have  reviewed  the  audit  report  prepared  by  Anderson,  ZurMuehlen  & 
Company,  Certified  Public  Accountants,  on  Boulder  River  School  and  Hospital, 
Our  review  was  made  in  cooperation  with  Richard  L.  Heard,  Superintendent  of 
Boulder  River  School  and  Hospital. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  recommendations  is  attached. 

Sincerely, 


Q^^_eJ 


Lawrence  M.  Zanto 
Director 


LMZ/lk 
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RESPONSE  TO  BOULDER  RIVER  SCHOOL  S  HOSPITAL  AUDIT 


A.  Fund  Balances:   Recommendation 

By  definition.  General  Fund  and  ESEA  Title  I  fund  balances  should 
reflect  zero  balances.   Boulder  River  School  and  Hospital  SBAS 
accounts  reflect  both  of  these  funds  as  having  significant  negative 
balances.   VJhile  appropriate  report  adjustments  were  made,  we  be- 
lieve the  adjustments  should  also  be  made  within  SBAS. 

B.  Agree. 

C.  Corrective  Action: 

Although  we  agree  with  this  recommendation,  we  have  no  control  over 
the  function  of  SBAS;  therefore,  have  requested  the  Department  of 
Administration  to  respond  to  this  recommendation.   (See  attachment  #1.) 


Medicare  and  Medicaid  Billings :   Recommendation 

We  noted  that  cost  of  medicine  included  in  Medicare  and  Medicaid 
billings  was  not  reflective  of  current  costs.   We  were  informed 
that  1975  costs  are  being  billed. 

In  addition,  the  1979  billed  cost  of  patient  care  was  based  upon 
the  Legislatures  initial  Appropriation  to  Boulder  River  School  & 
Hospital  and  did  not  appropriately  take  into  account  supplemental 
appropriations.   We  recommend  that  the  aforementioned  costs  be  billed 
on  a  basis  which  is  reflective  of  the  costs  to  operate  the  Institution. 

Department  of  Institutions  will  respond  to  this  recommendation. 


A.  Consolidation  of  Reviews  and  Audits:   Recommendation 

Eighteen  (18)  different  regulatory  bodies  perform  some  sort  of 
review  and  audit  process  of  selected  Boulder  River  School  and 
Hospital  activities.   Within  these  regulatory  bodies,  certain 
departments  also  perform  reviews.   In  total,  thirty  one  (31)  dif- 
ferent organizations  have  been  identified  which  conduct  reviews 
and  audits  of  the  Institution.   This  appears  to  be  an  excessive 
number . 

We  recommend  that  the  office  of  the  Legislative  Auditor  of  the  State 
of  Montana  in  concert  with  Boulder  River  School  and  Hospital  officials 
conduct  an  indepth  study  of  these  reviews  and  audits  for  thr  purpose 
of  developing  recommendations  as  to  which  of  these  can  be  consolidated. 

B.  Agree. 
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Corrective  Action: 

While  we  agree  with  this  recommendation,  we  are  not  sure  of  the 
methodology  required  to  accomplish  it  as  the  reviews  and  audits  are 
preformed  by  various  agencies  from  different  branches  of  government. 


A.  Patient  Accounts:   Recommendations 

At  June  30,  1979,  Boulder  River  School  and  Hospital  had  funds  held 
on  deposit  on  behalf  of  patients  which  totaled  $49,666  in  a  checking 
account  and  $146,574  in  savings  accounts.   As  the  amount  in  checking 
significantly  exceeded  one  month's  cash  requirements,  officials  of 
Boulder  River  School  and  Hospital,  subsequent  to  June  30,  1979, 
appropriately  arranged  for  the  excess  funds  to  be  transferred  to 
savings. 

1.  Inasmuch  as  this  excess  checking  account  condition  existed 
throughout  the  year,  it  would  seem  appropriate  that  the  checking 
account  be  continuously  monitored  and  kept  at  an  appropriate  level 
with  excess  funds  invested  in  savings. 

2.  In  addition,  we  believe  these  accounts  should  be  accounted  for 
within  SBAS. 

3.  At  June  30,  1979,  the  total  of  subsidiary  control  records  main- 
tained in  support  of  patient  equity  accounts  reflected  a  balance 
of  $403,051  while  the  SBAS  control  account  reflects  a  balance  of 
$384,623.   We  believe  this  difference  should  be  investigated  and 
appropriate  adjustments  made  to  bring  the  records  into  agreement. 

B.  Agree  with  numbers  1  and  3,  do  not  agree  with  number  2. 

C.  Corrective  Action: 

1.  The  Accounting  Department  has  set  up  controls  to  insure  the  patient's 
checking  account  balances  are  kept  to  a  minimum. 

2.  Authorization  has  been  granted  by  the  Department  of  Administration 
to  maintain  the  Resident  Accounts  outside  the  Treasury  System  per 
letter  dated  March  23,  1971;  Doyle  B.  Saxby,  State  Controller  (See 
attachment  #2) .   Also,  due  to  the  limited  capabilities  of  SBAS  to 
provide  a  readily  available  historical  profile  on  income  and 
expenditures  per  resident,  it  would  be  necessary  to  continue  main- 
taining both  manual  records  and  SBAS  records . 

3.  A  reconciliation  will  be  made  between  the  amount  billed  and  the 
amount  held  in  trust,  and  appropriate  adjustments  will  be  made. 
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A.  Inactive  Fund:   Recommendation 

Boulder  River  School  and  Hospital  SBAS  accounts  contain  one  fund  which 
has  been  inactive  for  some  time.   This  fund,  "The  Federal  and  Private 
Revenue  Account  (FPRA)  Accounting  Entity  04031,  grant  number  54-P-40180". 
contains  residual  monies  ($7,057)  from  a  Federal  Grant  of  several 
years  ago.   We  recommend  that  this  amount  be  investigated  and  a  deter- 
mination made  as  to  whether  it  can  be  used  for  other  purposes  or  whether 
it  should  be  returned  to  the  Federal  Government. 

B.  Agree. 

C.  Corrective  Action: 

Several  attempts  have  been  made  in  the  past  to  clear  up  this  account. 
The  Federal  Government  has  not  been  able  to  locate  the  latest  financial 
report  pertaining  to  these  funds  so  a  reconciliation  can  be  made. 
Boulder  River  School  &  Hospital  has  again  requested  the  Federal  Grantor 
Agency  to  submit  copies  of  the  final  financial  report  pertaining  to 
these  funds.   (See  attachment  #3). 


A.  Inventory  Control:   Recommendation 

A  physical  inventory  of  quantities  on  hand  should  be  taken  and  SIMS 
quantities  adjusted  to  reflect  quantities  on  hand  with  written  ex- 
planations being  provided  for  significant  adjustments. 

B.  Agree. 

C.  Corrective  Action: 

Boulder  River  School  and  Hospital  will  initiate  an  immediate  inventory 
of  supplies,  and  adjust  SIMS  to  reflect  actual  quantities.   A  large 
percentage  of  the  errors  were  caused  by  operator  error  while  entering 
items  on  or  taking  items  off  SIMS  and  by  subsitutions  of  items  being 
dispensed;  therefore,  greater  emphasis  will  be  placed  on  control  of 
the  data  entry  operation  and  substitutions  of  items  dispensed  will  be 
held  to  a  minimum. 


A.  Purchasing:   Recommendation 

All  expenditures  (orders)  initiated  by  the  Institution  should  be 
processed  on  a  "Store  Order"  form. 

B.  Agree. 

C.  Corrective  Action: 

This  procedure  is  already  in  effect  at  the  Institution.   The  situation 
that  caused  this  recommendation  is  a  procedural  breakdown.   More 
emphasis  will  be  placed  by  management  on  enforcinq  this  procedure. 
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A.  Fixed  Assets:   Recommendation 

Our  review  of  physical  control  over  fixed  assets  revealed  a  number 
of  instances  where  items  could  not  be  located  at  designated  locations. 
In  addition,  items  were  noted  which  lacked  required  identification 
tags.   Considering  the  results  of  our  tests  and  that  the  Institution's 
last  physical  inventory  of  fixed  assets  was  taken  in  January  1978, 
it  appears  that  a  new  physical  inventory  should  be  taken,  with  records 
adjusted  to  physical  counts.   Furthermore,  it  appears  that  the  problem 
encountered  in  locating  various  fixed  assets  is  a  result  of  noncompli- 
ance with  extablished  equipment  transfer  procedures.   We  recommend 
established  procedures  for  control  of  fixed  assets  be  adhered  to. 

B.  Agree. 

C.  Corrective  Action: 

A  physical  plant  inventory  is  being  initiated  on  October  1,  1979,  to 
verify  existing  Department  inventories  and  to  adjust  equipment  transfers 
that  were  not  properly  recorded.   Also,  supervisory  employees  will  be 
addressed  and  emphasis  placed  on  the  policy  and  procedures  for  equip- 
ment transfers,  and  the  importance  of  adhering  to  them.   Training  will 
be  conducted  to  ensure  staff  familiarity  with  the  policy. 


A.  Hospital  Pharmacy:   Recommendation 

1.  Pharmaceutical  and  Hospital  supplies  are  not  part  of  the  Supply 
Inventory  Monitoring  System  (SIMS) .   Due  to  the  sensitive  nature 
of  many  of  these  items,  we  recommend  that  they  be  subject  to  the 
controls  of  this  system. 

2.  Instances  were  noted  where  no  "Physicians  Orders"  existed  for 
narcotics  administered  to  patients .   Although  these  forms  were 
subsequently  completed,  controls  should  be  implemented  to  ensure 
that  these  forms  are  completed  when  narcotics  are  administered. 

3.  Narcotics  are  stored  in  a  padlocked  file  cabinet.   We  recommend 
that  they  be  stored  in  the  safe  as  added  protection  against  possible 
theft. 

4.  The  Pharmacy  is  currently  destroying  its  copy  of  the  Receiving 
Report.   This  document  should  be  maintained  on  file  with  the 
Pharmacy's  copy  of  the  Purchase  Orde::  to  serve  as  ready  verifica- 
tion of  merchandise  receipt. 

B.  Agree  in  all  cases. 
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Corrective  Action: 

1.  SIMS  is  currently  being  modified  to  accept  pharmaceutical  items. 
The  target  date  for  completion  of  the  system  modification  is 
October  1,  1979.   Once  completed,  all  pharmaceutical  and  hospital 
supplies  will  be  recorded  on  SIMS. 

2.  This  policy  is  already  in  effect  at  this  Institution.   More 
management  emphasis  will  be  placed  on  adhering  to  the  policy. 
The  incident  which  led  to  this  recommendation  was  caused  by  a 
procedural  breakdown . 

3.  Narcotics  are  now  being  stored  in  a  safe. 

4.  The  Pharmacy  is  now  maintaining  copies  of  the  receiving  with  the 
Purchase  Orders . 


10.   A.   Payroll:   Recommendation 

1.  We  recommend  that  Payroll's  Calculated  Detail  Reports  be  amended 
to  reflect  responsibility  center  detail. 

2.  We  recommend  that  someone  other  than  the  Supervisor  occasionally 
distribute  Payroll  Warrants  on  an  unannounced  basis. 

3.  A  substantial  number  of  Supervisory  personnel  are  not  reporting 
hours  worked.   Such  reporting  should  be  required  of  all  employees, 
regardless  of  position. 

4.  All  time-logs  should  be  approved.   In  the  case  of  a  Supervisor's 
absence,  an  alternate  should  be  appointed  to  perform  this  function. 

5.  Employees  should  only  be  paid  for  hours  reflected  on  time-logs. 

6.  A  formal  checkout  system  should  be  implemented  to  maintain 
accountability  for  all  time-logs. 

B.  Agree  in  all  cases. 

C.  Corrective  Action: 

1.  Although  we  agree  to  this  recommendation  we  do  not  have  the  ability 
to  affect  a  change;  therefore,  we  have  requested  the  State  Auditor's 
Office  to  respond  to  this  recommendation.   (See  attachment  #4.) 

2.  The  Fiscal  Services  Director  will  periodically  designate  someone 
other  than  the  Supervisor  to  distribute  warrants. 
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3.  All  employees  will  be  required  to  report  hours  worked,   regardless 
of  position. 

4.  The  Payroll  Department  has  set  up  a  check  system,  and  will  not 
honor  any  time-log  that  has  not  been  signed.   Also,  alternates  are 
appointed  in  a  Supervisor's  absence. 

5.  The  Payroll  Department  has  instituted  a  check  system  whereby  no 
employee  will  be  paid  for  hours  not  appearing  on  time-logs. 

6.  A  formal  checkout  system  is  now  in  operation  for  the  control  of 
all  documents  leaving  the  Payroll  Office. 
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TO:     DAVID  M.  LEWIS,  DIRECTOR 

DEPARTMENT  OF  ADMINISTRATION 

ROOM  155,  SAM  W.  MITCHELL  BUILDING 

HELENA,  MONTANA    59601 


FROM:   RICHARD  L.  HEARD,  SUPERINTENDENT  'j 

DATE:   OCTOBER  2,  1979 

RE:     AUDIT  RECOMMENDATION 


This  Institution  recently  underwent  an  audit,  conducted  by  Anderson  ZurMuehlen 
&  Company,  Certified  Public  Accountants.   The  following  recoiranendation  was 
made  concerning  the  Statewide  Budgeting  and  Accounting  System,  which  we  feel 
should  more  appropriately  be  responded  to  by  your  agency: 

Recommendation : 

"By  definition.  General  Fund  and  ESEA  Title  I  fund  balances  should 
reflect  zero  balances.   Boulder  River  School  and  Hospital  SBAS 
accounts  reflect  both  of  these  funds  as  having  significant  negative 
balances.   While  appropriate  report  adjustments  were  made,  we  believe 
the  adjustments  should  also  be  made  within  SBAS." 

The  deadline  for  the  response  to  be  incorporated  in  the  audit  report  is 
October  9,  1979;  therefore,  your  immediate  attention  and  response  will  be 
appreciated. 

A  copy  of  this  letter  will  be  submitted  as  our  response  to  this  recommendation. 

Should  you  have  any  questions  concerning  this  recommendation,  please  contact 
Jim  Currie  at  extension  240.   Thank  you. 

RLH/JDC/lk 
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Ml'.   'ilii.'.;.'aL)  o.   i'luL'.ci LiniJ 
Kii-oai  ManagrjT>:nt  '■jiulv-r 
["■opcirtJTenC  ot    in:.iL  LruL  ion:; 
liclexia,   Morit.ina  '/.jLOi 

L^?ar  Mr.    MuL'yjliajid: 

He:      lV..uldt?r'  Kivpr  '>.  hrv,).  ,.ji,'l  II,.    i  i'  iT 
Patient  Tru:t.  i\('rj.,unr. 

I  hereljy  ciggrove  Boulder  River  School  .yd  ilcG^Itdi'c  r»3ou».'r;t    fo  irannfqr 
its  patient_:trust_Cdsli.  trom_thie ^Treasury  ^yritein  irito_'the~Firsr]iecuri_t.y 
bank,  of  Helena  as  outlined i  however,  I  do  encoui-age  you  and  the  board  to 
consider  fujTther  the  feasibility  of  utilizing  a  general  patient  savings 
account  in  the  management  of  patient  funds.     Ihe  plan  as  approved  will 
require  the  maintenance  of  an  excessive  checking  account  balance. 

From  a  systems  standpoint  it  is  not  necessary  to  deposit  gerieral  surplus 
cash  in  a  general  savings  account.     From  a  frianagement  standpoint,  hoi-^ever, 
the  non- investment  of  idle  cash  is  not  a  icond  practice. 

I  appreciate  the  Board's  concern  regarding  the  utili::aticn  of  interest 
earned  on  patient  deposits  to  benefit  non-contriburir^g  patients,  and 
realize  a  "general  patient  benefit  fund"  can  create  managerial  problero. 
However,   if  the  patient  f'ands  were  on  deposit   ir.   th-'^  lYe-iSiury,   t.Se  aTca'"it 
of  idle  patient  cash  could  be   invested.     In  wrach  case,  interest  earr.ed 
would  go  to  the  General  Fund  and  finance  general  State  operations. 

This  approval  can  be  terminated  after  giving  thirty  days  notice  at  any 
tire  it  is  deemed  best  for  the  State  or  patients. 

Yours  very  truly, 

/(,:■  >  y  •  /^  '"4 '/  /<■'! 

Doyle  b.  Saxby, 
State  Controller 

cc:  Ron  Near 
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niCHAHD  L    HEARD 


THOMAS  L    JUDL.E 


LAWRENCE  M    ZANTC 


September  5,  1979 


Harry  C.  Bradford,  Chief 
Reports  &  Liaison  Section  IV 
Federal  Assistance  Financing  Branch 
c/o  Rockwall  Bldg.,  Rm  868 
5600  Fislers  Lane 
Rockville,  Maryland   20857 


Ref:   PIN5610 


Dear  Mr.  Bradford: 


We  are  trying  to  reconcile  and  close  the  books  on  grant  number  54-P-40180, 
which  ended  September  30,  1974.   A  letter  from  you,  dated  October  17,  1978, 
stated  the  last  balance  reported  on  this  grant  was  $13,481.73. 

We  would  appreciate  your  sending  us  the  latest  report  received  from  Boulder 
River  School  and  Hospital  concerning  this  grant  (54-P-40180)  and  what  you 
calculate  as  the  final  balance. 


Thank  you. 


Sincerely 


James /Ui  currMe 

Fisca L /Services  Director 
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TO:     E.  V.  "SONNY"  OMHOLT,  STATE  AUDITOR 
STATE  AUDITORS  OFFICE 
ROOM  248,  SAM  W.  MITCHELL  BUILDING 
HELENA,  MONTANA    59601  /' 

FROM:   RICHARD  L.  HEARD,  SUPERINTENDENT  {^C/  ' 

DATE:   OCTOBER  2,  1979 


^ 


RE: 


AUDIT  RECOMMENDATION 


This  Institution  recently  undei-v/ent  an  audit,  conducted  by  Anderson  ZurMuehlen 

&  Company,  Certified  Public  Accountants.   The  following  recommendation  was  made 

concerning  the  Payroll  System  which  we  feel  should  more  appropriately  be 
responded  to  by  your  agency: 

Recommendation: 

"We  recommend  that  the  'Bi-Weekly'  Payroll  Calculated  Detail  report 
be  amended  to  reflect  responsibility  center  detail." 

The  deadline  for  the  response  to  be  incorporated  in  the  audit  report  is 
October  9,  1979;  therefore,  your  immediate  attention  and  response  will 
be  appreciated. 

A  copy  of  this  letter  will  be  submitted  as  our  response  to  this  recommendation. 

Should  you  have  any  questions  concerning  this  recommendation,  please  contact 
Jim  Currie  at  extension  240.   Thank  you. 

RLH/JDC/lk 
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^eparlmcnt  of  3nstttuttons 


GOVERNOR 

THOMAS  L    JUDGE 


DIRECTOR 

LAWRENCE  M.  ZANTO 


BOARD  MEMBERS 
ZELLA  a    JACOBSON.  great  FALLS 

Eldon  E,  Kuhns  billings 
Willis  M  McKeon  malta 
Dennis  F  dolan  butte 
john  w  strizich  m.d..  helena 


Selena,  5960 1 
October  3,  1979 


Legislative  Audit  Committee 
Office  of  Legislature  Auditor 
State  Capitol. 
Helena,  MT.   59601 

Dear  Sir: 


The  following  Audit  exceptions  were  noted  by  Anderson,  ZurMuehlen  and  Co., 
C.P.A.  on  Boulder  River  School  and  Hospital.   The  following  are  responses 
to  those  exceptions. 


1. 


2. 


Responses 
1. 


We  noted  that  cost  of  medicine  included  in  Medicare  and 
Medicaid  billings  was  not  reflective  of  current  costs. 
We  were  informed  that  1975  costs  are  being  billed. 

In  addition,  the  1979  billed  cost  of  patient  care  was  based 
upon  the  Legislatures  initial  Appropriation  to  Boulder  River 
School  &  Hospital  and  did  not  appropriately  take  into  account 
supplemental  appropriations.   We  recommend  that  the  aforemen- 
tioned costs  be  billed  on  a  basis  which  is  reflective  of  the 
costs  to  operate  the  Institution. 


The  1975  Relative  Value  Schedule,  CRVS)  as  published  by  the  Montana 
Medical  Association,  has  been  used  as  the  basis  of  most  medical 
ancillary  billing  due  to  the  previous  inadequacies  of  institutional 
departmental  cost/service  data.   (RVS  ancillary  charge  computations 
may  be  used  by  a  health  care  provider  in  the  absense  of  specific 
provider  cost  data.) 

It  has  been  anticipated  that  the  SIMS  (inventory  control  costs) 
and  SBAS  (administrative  costs)  systems,  combined  with  the  ABARS 
(number  of  services)  will  be  utilized  as  providing  sufficient 
information  to  increase  the  medical  service  billing  to  that  of 
actual  cost.   It  is  planned  that  the  billing  of  actual  costs  for 
medical  services  will  begin  late  in  FY  1980  and  should  become 
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Responses  -  continued 


auditable  data  on  facility  Medicaid/Medicare  cost  reports  for 
FY  1981. 

2.     A  rate  adjustment  during  FY  1979  was  not  attempted  due  to  the  fact 

that  the  supplemental  appropriation  was  not  received  by  the  institu- 
tion until  mid-May.   The  adjustment  would  have  affected  Medicaid 
potential  for  the  month  of  June  and  added  costs  involved  in  adjust- 
ing the  ABARS  table  file  plus  printing  new  rate  sheets  for  the  one 
month  would  have  greatly  offset  any  additional  revenue  received. 


Sincerely, 

i)in,  Chief 
(dmini'strative  Services  Bureau 
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THOMAS   L  JUDGE,   Governor 


n 


DIRECTOR'S  OFFICE 

MITCHELL   Bl  ILDIXU 

HELENA.    M<^XTA\A   oOGOl 


October  9,  197  9 


Anderson  ZurMuehlen  &  Company 
1  North  Last  Chance  Gulch 
Helena,  Montana   59601 

Gentlemen: 

The  Department   of  Administration  offers   the   following  response 
to  your  recommendation  made   from  the  audit  of   the  Boulder  River 
School   and  Hospital.      The  response,    although  the  recommendation  was 
not  directed   to   the   Department  of  Administration,    is   offered  at  the 
wishes  of  the   School. 

Rzcomimndation: 

By  dzilnition,   GznoAal  Fand  and  E5EA  Titl^  I   ^und  balancu  should 
fit^tddt  ze^o  ba£aiice-i.     Bouldt-i  R/^ue-t  School  and  Ho^pltai.  5BA5  acccunt^b 
n.til<i(it  both  oi  thuz  {,andb  a.!>  having  iignA.{ilcant  nzgativt  balanczb, 
^hlZ-z  app^opAMUt  n.zpofit  adju^tmznti  \kqaii  made.,  loe  be-^eue  tht  adjust- 
mz.nt^  should  atio  bz  mads,  itxiXhln  5BA5. 


Response: 

The  General  Fund's  consolidated  fund  balance  is  positive,  but  only 
because  of  a  surplus  built  up  over  a  period  of  years  where  receipts  ex- 
ceeded disbursements.   If  receipts  exactly  equaled  disbursements,  the 
consolidated  fund  balance  would  also  be  negative  because  tax  revenues 
are  not  accrued  as  they  are  neither  measurable  nor  available  under  our 
current  definition  of  the  modified  accrued  basis  of  accounting,   An 
accounting  entity  sub-division  of  the  general  fund  (which  BRSH  is)  will 
almost  always  show  a  negative  fund  balance  because:  1)  they  have  no  rev- 
enue  source,  and  2)  they  have  accrued  liabilities,   If  we  were  able  to 
run  concurrent  fiscal  years,  the  fund  balance  would  eventually  zero-out 
as  suggested. 

The  ESEA  Title  I  fund  balance  should  conceivably  zero-out  if  the 
revenues  (if  susceptable  to  accrual)  were  accrued  matching  the  expendi- 
tures made  and  accrued  thru  the  fiscal  year-end.   By  our  definition  in 
Management  Memo  2-79-3A,  revenue  from  federal  reimbursable  grants,  where 
the  expenditures  have  been  made  and  the  reimbursement  has  not  been  re- 
ceived by  fiscal  year-end,  should  be  accrued. 

Sincerely, 


'©avid  M.  Lewis,  Director 


